‘possible East-West confrontation.

‘other Warsaw Pact countries. Neverthelesa, there ara i

-on the GDR. [ihe East Germans, however, consider thie

trade vital to the proper functioning of their econcny.
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Because of its unusual degrec of dependence on
the Soviet Union for its security and political

legitimacy, the sphere within which the GDR can

exercise autonomy -ls narrower than in the case of mos (.

arcas where the interests of the GDR and the USSR
(e.g., on attitudes toward the FRG, Berlin, etc.),
diverge/ and, while the GDR cannot alter the main
lines of Soviet policy, it can and does exert influ~
ence on the Soviet leadership to take account of Eas:
German intercsts in implementing its policies .in
Curope and elsewhere. 'The Soviets.haqg granted the
GDR a fairly frec hand in reaching agrecﬁentq.on
practical issues with Bonn,[gbspite evidence of Sovi:t
concern'over'the_1ong-terT implications of expanded

. » - How-esel—
East-West German contat&g}-ARQCent reports suggest

G iar o

that the Soviets have sought unsuccessfully to reduce ¢
or eliminate interzonal trade betwecen the two Germanies

on -the grounds that it gives Bonn excessive leveracge

=y

Recently the GDR has shown willingness, £ not

eagerness, to improve its relations with the U.S. arc
other Western countries. The fundamental motives

appear to be to:
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-— expand its export possibilities Ln the West
to enable acquisition of Advanced’téchnolo;y<
raw materials, and consumecr 4o0o0ds;

-= strengthen the GDR's international Lmage.&nd
thus,énhance its leéitimacy, both foreign ani
doméstici B S

-~ prescrve policy flexibility by balancing ti:s
with the FﬁG with more active reclations wita

other Western countries.

The regimec evidently feels that these ties can be proa-

moted without threatening its own stabllity, and indzsd’

access by Western representatives to GbR'citizcns do2s

not compare unfavorably with that accorded elsewhere in

Eastern Europc.

Fundamentaily differing views over the status cf

Perlin will contifnue to constitute a major problem ir~

Western countries' relations with the GDR. Recently
the East Germans have- removed some of the remaining
symbols of the special status of East Berlin. However,

as long as East German claims to sovereignty in thei:

QQn céélfél are belied by WCStcrﬁiGtétements-BAEkedep'”"

by allied patrols, the potential for conflict exists.
e _ ~ hiwe~
.AThe Honecker regime, howcver, has shown »e interest

e GONFIDENT
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over Borlin, and the Sovieta are likely to continue tc insist

‘that GDR actions rcmain wlthin ‘the £ramework of ovcxall
Soviet goals in East-West relations. '

- Qne of the major paradoxes of the East German
situation is that the country which is most eubject tc‘
 Sovict influence is at the aamg_tépg.;he one most pere-
trated by Western influence. Moét GDR citizéﬁé watct
West German television while, since the Basic Treaty'
with the FRG and the Quadripartite Agreement on BcrliL;
.therc have been more than 35 million visits to the GIL:
by West Germans. and_ West Derliners, The regime has
replied to the challenge of Western influence with a
combination of defcﬁsivc‘countermcasurcs ‘such as
restrictive guidclines on emigration) and cautious
accommodation. KEVWestern journalis£ who rccéntly
visited the GDR after a four-yecar ahggqcc was struck
by the greater degrec of ‘freedom of expression which
he attributes in part to the impact of wGsteén medéé]
The regime's handling of open criticism by prominent
cultural figures was marked by considerable prag-
matism, >Whilqmsqmc“of Ehg‘ci§§igs‘were haragggq_gnd
encouraged or forced tO'emigratc, bthers have continaizd
to work reclatively unm rlﬁ""d The GDR's hand]ihg‘of &
potcntial dissident problcm thus falls somewhere betwecn

the hecavy-handed Czecheslovak appfoach and the tolerant

flungarian_one. CDNHDENH AL e
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5. East Cermany

Despite a generally impressive economic perfor-
mancc[&bich‘has raiSCG-living standarégl the tllonecker
regime continuecs to confront a population whose

gcnsc of.German national fccling, conetantly

nourished by the ecxample of West Germany, represents

a hithcrto insurmountable obstacle to the stabilizaticn

e mmMmu

olxtxeiifcontrol. [_pe problcm in a chronic one

which t-.’nc reglme has kcpt[‘.j malEagc at1e (?)jrz&bi'tions

through a pragmatic mix of policies and mechanisms

which have included:

- cohsiderahle attention to consumer.well-bcirg
through prlce restraint and o;hcf mechani sm::;

- & sophisticated system ef public Opi;inn monil.—
toring which provides & fairly reliable ear.’

warning system of popular grievances;

.

-~ a gencrally efficient civil service and par:; .

bureaucracy:;

-~ continued pdblic gtatements of intercst in

pursuing detcnte-oricnted policies with the FRS.

- Barring unexpectedly adversc cconoﬁicedevelopments or

major unrest in neighhoring communist countries, thcsce

' factors should continue to keep domestic tensions

relatively low for the next few ycars. UNevertheless,

the unresolved anomalies of Derlin and a divided

'Germany'will remain a potential scurce of instability and -
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10, . Albania

As China's only ally and the sole defender
of Stalinlsm in Lurope, Albania has practicéd
i<o]a1ioni m abznad and severé authorltarian rule
at home. But, ‘the upeciq] quality which once
marked Chinese-Albanian relations no longer etists.
Ideolggical frictions -and reduced Chinese assistance
to the Alﬁanian economy have evidently prompted
Tirana to[:pnsider breaking out of its 1isolation.

‘ mﬁka,
- Lately, there have begﬁ% omeé cautious overture
toward certain Western nationo, particularly in
sneecl- . _

Europe, j&ﬁfMaﬁehvmbhecAlbanian Trade Minilster
made the lirst minlvterjal visit since 1974 to a
Western countpy—éin this instance, to Greece} with
whom Albania has recentlyvfnréed clﬁser‘rélations;
Moreover, for the first time in a decade, the
Albanian 1eadcrbhip has dispatched Party delegationf
abroad to attend rallles of the Portuguese and
Itallan ”Marrisf—ﬂg;;;I;L“ splinter paltiea—ﬁigrt
of the competition between Tirana and Teking to gailn
the allegiahce of these parties throughdnt the wofldp
For its part, }uking now ‘appears to be more intent
. on jmproviny its relations withh Pomania and lu?OFIdv

than with Albonia.
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The purges which have wracked the Albanian
1eadership over the past several years have
consolidated the hold of the duumviraté of Partvy

Bossvﬂoxha,and Premier Shchu and stréngthened

the probability of a smooth succession should one.

or the other deparﬁ the political scene. Vhile

there is little 1iko]ihood of any chanpe in the
“ hard11ne puliPlGh of Lhe reqime, nhehu appcara to
be more of a pragmatist Lhcm Hoxha; he is known

to be alarmed over a percelved Soviet threat and

might--unlike Hoxha--alter Albahia's~currentﬂf+67nl7'
intransigence toward the US, UK, and FRG. |

CONFIDENTIAL
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The regime gﬂmodor'zxzivkov, who has been in

power longer than any Soviet bloec leader,, has

" been the most stahle 1iIn Fastern Lurope over the

" past two decadas. Strong political support and

massive econcmic assistance from the Kremlin--in
return.for Zhivkov's cdmplete 1oyalty-4have enabled
Eé}f&fsizto dispoéc of all rivals|and factiongalism
which were pérceived as A threat to his,tenurg£7

Despite some econumic difficulties, the regime

~has shown little concern over the inflatlonary

and enerpy pfoblema which continue to plague other

Fast BEuropean repgimes. Western influences--mainly
through increased tourism--have posed no probhlems
for the regime in coping wilith the intelligentsia

and youth.
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HUNGARY

The Kadar regime has made stoady 1if unspectacular
progress in coping with the effects of Western economic
recession and the Sharp incrcases in the price of
imported Soviect raw materials (especially energy).

E@monétrating his pragmatic but cautious approach, Kadar

‘has managed to limit the impact of the deteriorating

terms of trade and to contain the adverse foreign trade
halance by imposing a scries of consumer price increases.

boosting exports and lakor productivity, while scaling

“down the growth in-imports—and domestic consumption.

Eélustrating Kadar's firm political base, these decision;

were carried out with no more than nmuted consumer grumbl g

and without abandoning the goal to modernize Hungary's

industr} by‘impprting western technology. .At the same
time, Kadar successfully resisted presgures from within
and ouﬁsidé the country to recentralize economic decisioﬁ;
making, thus 1eavinq'the essence of his economic'reforms
(the New‘Echomic_Mechanism)‘nearly intact.

For the bhottcr part of the past two decades, Kadar las

pursued moderate comestic policies marked by a growing

emphasis on participatory politics and by a mcasure of

personal freedoms and cultural diversity seldom matched

He Aas Showw “'[%‘3

elsewhere in the foviet bloc. Most recently,l¢here are :.gns

of a new readiness to reach an accommedation with the

CONFIDENTIAL
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Catholic Church. In contrast with most East European
countries, Hungary has not had to cope with domestic
dissent; the show of support for Czechoslovakia's

"Charter 77" human rights mavement. by a group of 35

. Bungarian intollectuals has been ignored by the authon-

: -~ oaded- _ .
ities. This Cblcr%ﬁt attltude——prompteé]by the group's

studious avoidance of any reforence Lo Hungarlnn condidi-

!

, @h%S‘ Rels rou.

tions--has |[reportedly causcd ELraxno w:th some! of .ii ?
i*s

Egm@mxy“;)alllcb, notably Czechoslovakia.

Althoagh hewing closely to foviet foreiqﬂ policy iine,
Hungary's relations with both its allies and with an i»-
creasing nunber of Western countries, including the U.3.,
have becen markaed hy a growing activiesm and 69501tLVGYCS§)SuL&aj:
[Eﬁohg thosgse evidoncc&rccently arEZ]

-~  the insistence, in contrast with some of its

allies, on the necd to maintain a more balanced
‘attitudcvtoward-the Buroconmmunist parties;
~~ a more marked affort than elsvwherc,withib t‘w
Warsaw Pact to implement the CSCE human xigh:os
provisions: |

~- the reported criticiém»of Czechoslovakia's inept

handling of its Charter 77 human rights movenent;

- Kadarisénew~found penchant to visit Western

apitals as o means of JmpLOVLnﬁ HunerY Jn-and”

hL ovn=--international image.
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There is no visible challenger to Kadar's lead-
efship, aﬁd'no evidence of significant rank-ané-file
dissatisfaction with his pragmatic policies, [épe ouster
late last fall of his reputed rival, Pullai, from the
party Sécretariat.left the Mungarian leadership almost

pntir'i:ly in 'the hands of Kadar loyalists, the majority

of whom are moderato“.'fggg‘gtgédyiiso in proupefjféﬁ)

O e T e

’and a catefully‘;eas::;gAdeqrnc of libcrallt:]éfo~th@

'majet sources of hlS guucess and lclatlvo popularity at
home .and his prertiqm-WIthin the Pact's councilé}
Drawing on th‘" unxq ae rocord,

R ‘4

new llmlts of Soviet Loleranrc withln which to assert

Kadar is likely to probe

Hungarian national inteﬁ@sts. As part of this effort,”
Hungary can be expuected--barring a major reversal in
U.S.-Soviet relations~-to show growing'interest in
improvinq its already considerable &Jltural ‘trade,
commercial and finnnciﬂi}relations with the West in

' , LT ‘ \_\L(U-W’j

general and with the U.S. in part:ru]ax Eyngary can alsce
be expected to_mouiglnnw cfforts to obtain from the u.s.
mgst~favored-nation.status‘and to effg@ﬂ’the return of
the Crowﬁ jewclst&pw.in U.S. éustpdiL Moscow, in tuin,
is unlikely to oppose this Cndeavbrvso long as 11. Aocs
not perceive ‘a threat to its position ov to the estab-

lished oxdexr in Hungarty
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Suggestions from Lang/INR on Economic Section of EE IIM

General Comment: too much generalization or not enough
Specifics: Three East European countries are self
sufficient in grain (Hungary, Romania, Bulgaria) (Czechoslo-

vakia is normally only a slight importer).

A11 are resource poor compared to most of the world;

ifegbcepting any East European country add Romania to Poland.

lesec
Re obsetence of manufacturing plants, it doesn't come

N
through that this has been an important c%%al element in
East European trade strategy.

Labor ForEe Skill - not Romanians or Bulgarians;
qualify ski]]g;?‘reaﬁtivel\l "
Romania is an exception to scaled down growth pro-

jection generalization.

Hungary may well be an exception to the generalization
that it dubious any of East European countries will maée-rnwh
even their more modest growth projections.

Paragraph 7. Better to say that some East European
countries have already begun initial steps to cope withemmt
0il import problem (East Germany and Czechoslovakia have

. 19 :
conservation measures and conveﬁ%ﬂd wf energy plants to

coal in current plans).
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Paragraph 22. Orenburg is a contradiction to the

generalization about Soviet reluctance to make long-term

energy commitments; it is less commitment than that they

are charging more for commitments.
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